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Research Update:

Wisconsin Energy Corp. And Integrys Energy
Group Outlooks Revised To Stable From Negative
On Merger; Ratings Affirmed

Overview

« Wsconsin Energy Corp. (WEC) announced today that it has conpleted its
acquisition of Integrys Energy Group Inc. WEC has changed its nane to WEC
Energy Group, and Integrys Energy G oup has been nerged into newy forned
i nternedi ate hol di ng conpany Integrys Holding Inc. Integrys Energy G oup
will cease to exist.

« W are affirnming our ratings on utility holding conmpany WEC and its
subsidiary Wsconsin Electric Power Co. (WEPCO), including the 'A-'

i ssuer credit rating. In addition, we are affirning the rating on
subsidiary Wsconsin Gas LLC (W3, including the "A issuer credit rating.

e W have also affirnmed our ratings on utility holding conpany Integrys and
its subsidiaries Wsconsin Public Service Corp. (WPS), Peoples Gas Light
& Coke Co. (PGL&C), and North Shore Gas Co. (NSG, including the 'A-"'
issuer credit rating. W are also assigning our '"A-' issuer credit rating
and ' A-2' short-termrating to Integrys Holding Inc.

e« At the sane tine, we are revising the outlook to stable from negative
based on our base-case scenario, which includes funds from operations
(FFO to debt on average of 17% over the next few years. Qur forecast
reflects effectively managed regulatory risk that | eads to consistently
i nproved earned returns that are close to the authorized returns.

* W believe that WEC s acquisition of Integrys will enhance the conpany's
position within the "excellent" business risk profile category. W expect
WEC to remain within the "significant" financial risk profile category.

 The outl ooks on WEPCO, WG and WPS remai n stable, reflecting sufficient
regul atory insulation and stand-alone credit profiles that are unaffected
by the transacti on.

Rating Action

On June 29, 2015, Standard & Poor's Ratings Services affirned its ratings on
W sconsin Energy Corp. (WEC) and Wsconsin Electric Power Co. (WEPCO,
including the "A-' issuer credit ratings. W also affirnmed the ratings on
Wsconsin Gas LLC (WG, including the "A" issuer credit rating. W revised the
rating outl ook on WEC to stable fromnegative. In addition, we affirmed the
"A-2' short-ternfcomercial paper ratings on WEC and WEPCO and the 'A-1'
short-term comerci al paper rating on WG

At the same time, we affirned our ratings on Integrys and its subsidiaries
W sconsin Public Service Corp. (WPS), Peoples Gas Light & Coke Co. (PG.&Q),

WWW.STANDARDANDPOORS.COM/RATINGSDIRECT JUNE 29, 2015 2

1410105 | 300935175



Research Update: Wisconsin Energy Corp. And Integrys Energy Group Outlooks Revised To Stable From Negative
On Merger; Ratings Affirmed

and North Shore Gas Co. (NSGQ, including the '"A-' issuer credit ratings. W
revised our rating outlook on Integrys, PGA&C, and NSGto stable from
negative. W affirned the ' A-2' short-term comrercial paper ratings on
Integrys, WPS, and PGL&C.

We are also assigning our 'A-' issuer credit rating and 'A-2' short-term
rating to Integrys Holding Inc. The outlook is stable.

The outl ooks on WEC s subsidiari es WEPCO and W5 and | ntegrys' subsidiary WS
remai n stabl e.

Rationale

The stable outl ook on WEC refl ects the conmpany's "excellent" business and
"significant" financial risk profiles. Under our base-case scenari o we expect
the conpany will continue to effectively nmanage regulatory risk leading to
consistently inproved earned returns that are close to the authorized returns.
As a result, we project that WEC's FFO to debt will range from 16%to 18% on a
consi stent basi s.

VWEC has acquired Integrys for $9.1 billion, which includes the assunption of
about $3.3 billion of Integrys' debt. Froma qualitative standpoint, the
acquisition strengthens WEC s position within the "excellent" business risk
profil e category because it enhances scal e, scope, operational, geographical
and regulatory diversity. W view the addition of nore gas distribution and
transm ssi on operations favorably because we regard those busi nesses as havi ng
somewhat | ower risk than the vertically integrated electric operations.

Qur assessnent of an excellent business risk profile incorporates "very |ow
country risk (U S.) and our view of the regulated utility sector as having a
"very low' industry risk profile that reflects the essential nature of the
utility services provided, has material barriers to entry, and essentially
operates as a nonopoly insulated fromnarket challenges. The utility industry
general ly exhibits substantial stability in ternms of usage and consunption
even after accounting for energy conservation efforts and the econony. The
busi ness risk profile is also characterized by strong overall profitability,
efficient operations, and above-average scal e, scope, and diversification with
a very large customer base in nultiple states. Inportantly, we recogni ze that
VWEC has effectively managed regul atory risk in Wsconsin and M chigan, and we
expect that nanagenent will continue to do so, even in the nore chall enging
[Ilinois regulatory jurisdiction

WEC s "significant" financial risk profile reflects our expectations that
under our base-case scenario the conpany's FFOto total debt will be around
16%to 18% Fundamental to our forecast is base rate relief, an infrastructure
surcharge for recovery of gas nodernization costs, and no major cost overruns
regarding its large construction program
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Liquidity
VWEC has "adequate" liquidity to cover its needs over the next 12 nonths. W
expect that the conmpany's sources of liquidity will exceed uses by 1.1x or

greater, the mininumthreshold for an adequate designati on under our criteria,
and that the conpany will also nmeet our other criteria for such a designation

Principal liquidity sources:
e Credit availability of $2.3 billion over the next 12 nonths.
* FFO of about $1.8 billion over the next 12 nonths.

Principal liquidity uses:

e Debt maturities of $500 mllion in 2015.

* Capital spending of about $1.4 billion over the next 12 nonths.
» Dividends of roughly $600 million over the next 12 nonths.

Group influence

The group credit profile (GCP) of WECis "a-' and its issuer credit rating is
"A-'. Under our group rating nethodol ogy, we consider subsidiaries Integrys,
VWEPCO, WG WS, PGL&C, and NSG as core subsidiaries and integral to the
conpany's long-term strategy and, as such, are highly unlikely to be sold and
have a strong conm tnent from seni or managenent, and therefore we align the
ratings of Intergys, PGL&C, and NSG to the GCP.

We consider that there are sufficient measures in place that provide
insulation to the Wsconsin utilities that limts the free flow of cash. Most
of these provisions are afforded by Wsconsin | aw and i ncl ude separ at eness
provi sions, dividend restrictions, debt preapprovals, and oversight of the
proceeds, and a cap on investnments in nonutility assets. In addition, the

W sconsin utilities are further protected given consistent and active

regul atory oversight by the Wsconsin Public Service Comm ssion over its
operations.

Al though there is sufficient regulatory insulation in place, WEPCO and WPS
stand-al one credit profile are the sane as the GCP and therefore do not
support credit uplift fromthe GCP

WG s stand-al one financial neasures reflect an "internediate" financial risk
profile, and support a rating that is one notch higher than the GCP

Outlook

The stable outl ook on WEC reflects the conmpany's "excellent" business and
"significant" financial risk profiles. Under our base-case scenari o we expect
the conpany will continue to effectively nmanage regulatory risk leading to
consistently inproved earned returns that are close to the authorized returns.
As a result, we project that WEC's FFO to debt will range from 16%to 18% on a
consi stent basi s.
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Downside scenario
We could lower the ratings on WEC and its subsidiaries by one notch if the
conpany cannot effectively manage regul atory risk, leading to | ow earned

r

eturns and weaker financial performance including FFOto debt of |ess than

15% on a consi stent basis.

Upside scenario
We could raise the ratings on WEC and its subsidiaries if the conpany
continues to effectively nanage regulatory risk, resulting in stronger

f

i nanci al performance including FFO to debt of nmore than 20% on a sustai ned

basi s.

Ratings Score Snapshot

Corporate Credit Rating: A-/Stablel/A-2

Busi ness risk: Excellent

Country risk: Very | ow
I ndustry risk: Very |ow
Conpetitive position: Excellent

Fi nanci al risk: Significant

Cash flow Leverage: Significant

Anchor: a-

Modi fiers

Diversification/Portfolio effect: Neutral (no inpact)
Capital structure: Neutral (no inpact)

Fi nanci al policy: Neutral (no inpact)

Li quidity: Adequate (no inmpact)

Managenment and governance: Satisfactory (no inpact)
Conpar abl e rating anal ysis: Neutral (no inpact)

St and-al one credit profile: a-

Group credit profile: a-

Recovery Analysis

We assign recovery ratings to first nortgage bonds (FMB) issued by U S
utilities, which can result in issue ratings being notched above an

i ssuer credit rating (ICR) on a utility depending on the rating category
and the extent of the collateral coverage. The FMBs issued by U S
utilities are a formof "secured utility bond" (SUB) that qualify for a
recovery rating as defined in our criteria.

The recovery nethodol ogy is supported by the anple historical record of
100% recovery for secured bondholders in utility bankruptcies in the U S.
and our view that the factors that enhanced those recoveries (linited
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size of the creditor class and the durable value of utility rate-based
assets during and after a reorgani zation given the essential service
provi ded and the high replacenment cost) wll persist.

* Under our SUB criteria, we calculate a ratio of our estinmate of the value
of the collateral pledged to bondhol ders relative to the anmount of FMBs
outstanding. FMB ratings can exceed an ICR on a utility by up to one
notch in the "A category, tw notches in the 'BBB category, and three
not ches in specul ati ve-grade categories depending on the cal cul ated
ratio. W do not notch FMB ratings for conpanies with ICRs in the 'AA
cat egory.

e The FMBs of WPS and PGL&C benefit froma first-priority lien on
substantially all of the respective utility's real property owned or
subsequently acquired. Collateral coverage of nore than 1.5x supports
recovery ratings of '1+ and issue ratings one notch above the I CR

Related Criteria And Research

Related Criteria

e Criteria - Corporates - Ceneral: Mthodol ogy And Assunptions: Liquidity
Descriptors For d obal Corporate |ssuers, Dec. 16, 2014

e Criteria - Corporates - Utilities: Key Credit Factors For The Regul at ed
Uilities Industry, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Methodol ogy: Ratios And
Adj ustnents, Nov. 19, 2013

* General Criteria: Methodol ogy: Industry Risk, Nov. 19, 2013

e CGeneral Criteria: Goup Rating Methodol ogy, Nov. 19, 2013

e Criteria - Corporates - Ceneral: Corporate Mthodol ogy, Nov. 19, 2013

e CGeneral Criteria: Country Ri sk Assessment Met hodol ogy And Assunpti ons,
Nov. 19, 2013

* General Criteria: Methodol ogy For Linking Short-Term And Long- Term
Rati ngs For Corporate, Insurance, And Sovereign |ssuers, My 7, 2013

e Criteria - Corporates - Utilities: Collateral Coverage And |ssue Notching
Rules For ‘1+ And ‘1" Recovery Ratings On Senior Bonds Secured By
Uility Real Property, Feb. 14, 2013

e CGeneral Criteria: Methodol ogy: Managenent And Governance Credit Factors
For Corporate Entities And Insurers, Nov. 13, 2012

 General Criteria: Stand-Alone Credit Profiles: One Conponent OF A Rating,
Cct. 1, 2010

e Criteria - Corporates - Uilities: Notching O U S. Investnent-G ade
Investor-Omed Utility Unsecured Debt Now Better Reflects Anticipated
Absol ut e Recovery, Nov. 10, 2008

e Criteria - Insurance - General: Hybrid Capital Handbook: Septenber 2008
Edition, Sept. 15, 2008

e Criteria - Corporates - Ceneral: 2008 Corporate Criteria: Rating Each
| ssue, April 15, 2008
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Ratings List

New Rating; CreditWatch/ Qutl ook Action

Integrys Holding Inc

Corporate Credit Rating A-/ Stabl el A-2

Ratings Affirmed

Wsconsin Gas LLC
Corporate Credit Rating Al Stable/ A1

W sconsi n Energy Corp.

Seni or Unsecur ed BBB+
Juni or Subor di nat ed BBB
Conmrer ci al Paper A-2

El m Road CGenerating Station Supercritical LLC
Seni or Unsecured A-

W sconsin Electric Power Co.

Corporate Credit Rating A-/ Stablel A-2
Seni or Unsecured A-
Conmrer ci al Paper A-2

W sconsin Gas LLC
Seni or Unsecur ed A
Conmrer ci al Paper A1

Ratings Affirned; CreditWtch/ Qutlook Action

To

W sconsi n Energy Corp.

Corporate Credit Rating A-/ Stabl e/ A-2
W sconsin Energy Capital Corp.

Corporate Credit Rating A-/ Stabl e/ --
Rati ngs Affirned
Integrys Energy Group Inc.

Seni or Unsecured BBB+

Juni or Subor di nat ed BBB

Conmer ci al Paper A-2
The Peopl es Gas Light & Coke Co.

Conmrer ci al Paper A-2

W sconsin Public Service Corp.
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A-/ Negativel/ A- 2

A-/ Negative/--
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Corporate Credit Rating A-/ St abl e/ A-
Seni or Secured A

Preferred Stock BBB

Conmrer ci al Paper A-2

Ratings Affirned; CreditWtch/Qutlook Action

To From
I ntegrys Energy Goup Inc.
The Peopl es Gas Light & Coke Co.
Corporate Credit Rating A-/ Stabl e/ A-2 A-/ Negativel/ A-2
North Shore Gas Co.
Corporate Credit Rating A-/ St abl e/ NR A-/ Negati ve/ NR

Conpl ete ratings information is avail able to subscribers of RatingsDi rect at
www. gl obal credi tportal.com and at ww. spcapitalig.com All ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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